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The Honorable Paul Findley BEST DOCUMENT AVAILABLE
House of Represeatatives

Dear Mr. Findley:

This letter is in response to your ro¶Iestsof November 30,
1972, and January 2, 1973, relating to the ftinding and operations
of Cotton Incorporated (Inc.j, a private, nonprofit corporation
which carries out a program for rnrket development, research, and
sales promotion of cotton and cotton products under agreements with
the Corunodity Credit Corporation, Departmcnt Of Atgriculture, and
the Cotton Board, a cotton producer organization whose members are
appointed by the Secretary cf Agriculture,

This letter responds to your questions r.ogarding (l) the
Department of Agriculture's oversight and eva:uation of Cotton
Inc.'s research and pronoticn prograra, (2) tlo expecnditure of
Federal and quart-pub)ic (producer) fiunds for COLLon Inc. operations,
and (3) the expi.nditure of quasi-p)ublic fund!i1 for rtelocoting CoV:Lon
Inc, facilities In New York City and Raleigh.

Ir.formation on the salaries of CottLon In. perdonalel, which
Cotton Inc. co,,siders to be confidential, is 3eing .orvarded
tseparately.

Ie reviewed pertinent legisintion and re:ords and Jnierviewed
various officials at the Dcpartiuent of Agriculture, Waeihington, DC.;
Cotll-n Inc,, New York City and Raleigh; n! t;;; Cotton Board, Memphis.
As agreed with your officc, we did not :vatuae tht! e'leTctiveness of
Cotton Inc.'s research and promotion nctiviLis3.

BACKGROUND

The Cotton Producers Institute, the fororunaor of Cotron Inc.,
wgas organized in 1960 as an affiliate of the aNatior-Al Co~ttn Council,
an orgaunization representing persons engaged Li cotl:on business
activities, inc.udizig cotton production. Tiie Instilaute carried out
a cotton research and promotion program using voluntary contribucions
from producers.
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The Cotton Researcih and Promoticn Act (7 U.SC, 2101), enacted
in July 1966, directed the Secretary of Agriculture to issue and
amend orders for developing, financing, and carrying out an effettive
and continuous coordinated program of research and promotion desIqnud
LO sttengthen tile Competitiv¢ position of U.S. cotton and to nainnt-nin
and expand its domestic and foreign narkes and its various uses,
The orders were to apply to all persoas handling cotton (harvesting,
rnarketing, ginning, etc.),

The act provided for the mandatory collection of $1 per bale
from producers to carry oxt cotton research and pronotion activitLes.
IW provided also for establishing and operating a Corton B'oard to be
comjposed of cotton-prrducer representatives appointed by the Secretary,
The 20-meLwer Board, established in December 1966, adinisters the
Secretary's cotton research and promotion order, including the
asscssment and collection of producer funds.

The act authoried the Cotton Roard, iith the Secretary's
approval, to enter into contracts or agreements for developing atd
carrying out activities autiiorized under the Secretary's order with
an organ4zation or association szhose governinv body consisted of
cotton producers selected by cotton-producer organizationi; certified
by the Secretary.

T7:e I5stitute reorganized in 11ay 1967 anri established itself
ns a private, nonprofit corperation which qualified as the contracting
organization unver the act, ithl the Secretary's approval, the Cotton
Board entered iji-o a contract in Julv 1967 with the Institute to *Zarry
out approved re:-enrch and promotion projects ising producer funds,

Section 61( of the Agricultural Act of 1970 (7 U.S,C, 2119)
directed the Cormnod tty Credit Corporation, through tilm Cotton }3ard,
to enter Into apreiments witl tihe contracting organization to carry
out market. developmern, rescarch, and sales promoticn programs in
dolmiestic: and foreign markets. ILt also authorized $10 million of
Coromcdlity Credit CorporaLion fUnd(1s Lo ho provided annually for such
agreements in fiscal years 1972 through 1974.

In December 1970 the Institute changed its nrine to Cotton Ine.
to land itself to werchandisiag activities and to reflect the imrage
of a modern btsinoss marketing corporation rather than that of an
ascuciation. In August 1971, pursuant to the 1970 act, the
Conimodity Credic Corporation, the Cotton Bonat-, and Cotton Inc.
entered into an agreement for implementing approved research and
promotion projects with Federal funds.
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raogrant funding

Cotton Tnc. has three types of funds: (1) producer funds
assessed and collected under the 1966 act, (2) Federal funds made
available under seqtion 610 of the 1970 act, and (3) its ovni funds,
which include voluntary producer contributions received before
lmplementation of the 1966 act, interest income, and patents income,
The Cotton Board makes the funCs assesrcd producers and Federal
funds availtilc to Cotton Inc. on the basis of budgets approved by
the Board and the Secretary, Cotton Inc.'s own funds are not subject
to Department or Cotton Board control,

From the 1967-68 crop year, ashen the assessment of producer
funds began, through the 1971..72 crop year ended July 1972, the
Cotton Board's net collections from producers totaled $44.9 million.
Net collections for crop year 1972-73, which ends in July 1973, are
estinated at $11.5 million.

From January 1968 through Juno 30, 1973, the Cotton Board and
the Secretary approved Cotton Inc. budgets for using producer funds
totaling about $52.2 jillion, including 1'-'0 million for fiscal year
1973, Through Aoril 30, 1973, Cotton inc. had expended about $8.7
millions includi g $4.3 million of the $10 srillion hidgetccd for
fiscal year 1973. The Cotton floard retains th3 unexpanded producer
funds which it iwvests in interest-bearing savings accounts or
certificates of deposit. The Department estirr'tod in March 1973
that, as of June 30, 1973, the Cotton Board's reserve of unexpended
producer funds could total as much as $15 uillion.

Under sectinn 610 of the 1970 act the Department and the Cotton
Board approved Cotton inc.'s use of $20 million in Federal funds
during fiscal years 197'2 and 1973. Cotton Inc.'s agreement with
the Cotton Board and the Department stipulates that Cotton Inc.
must obligate the Federal funds during the fiscal year for which
they are provided and must expend dhem within 18 months from the
beginning of such year. Any Federal funds not: obligated and expended
during these prescribed periods revert to the Commodity Credit
Corporation. Such requirements do not apply to producer funds.

Cotton inc. had expended the full 910 million in Federal funds
approved for fiscal year 1972 and, as of April 30, 1973, it had
expended $3.9 million of the $10 million approved for fiscal year
1973--an unexpendced balance at that time of $6.1 miIllion.
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On July 2, 1973, the Department announced approval of Cotton
Inc,'s total fiscal year 1974 budger--FederaL and producer funds--of
$24 million hut stipulated that none of the $10 million in Federal
funds to be rade available for riscal year 1974 could be expended
until the Congress enacted the Agriculture-Environmental and
Consumer ProLection App-opriatlon Act, 1974 (IJ,R. 8619),

As of June 30, 1972, Cotton Inc.'s otwn funds--contributions
received before implermentation of the 1966 act and interest and
patent incoue--totalcd about $1.2 million.

DEPARTMEUT'S OVERSIGirT OF COTTON INC. 'S PROGRAM

The Department's primary oversight responsibilities under the
1966 act are to insure that producer funds are properly safeguarded
and that proposed projects and budgets to be funded with producer
funds meet the intent of the 1966 eLc. Under section 610 of the
1970 act, the Department's responsibilities arc to (1) transfer,
after its approval of Cotton Inc. 's budget, funds which the Cotton
Board requests to mect Cotton Inc.'s raonthly cash recluiremLnts for
approved projects and ad:nilstrative expcnses and (2) insure that
proposed research annd promotion projects to bh funded with Fedelral
funds meet the intent of the 1970 act. (See one. I for e:namplcs of
Cotton Inc. projeclis.)

Cotton Inc. Is required to develop and submit annually to the
Cotton Board fot revicw and recomrieudation to the Secretary a
program of proposed plans or projects and supporting budgets of
both Federal and producer funds for market developirlent, rvnsearch,
and sales promotion of cotton. Such projects, w.hich can be
implemented upon approval by the Secretary, wy be carried out in
both the UniLed Statls and foreign counLriCs,

Before beinn submitted to the Cotton 1'oard and the Departrtent,
Cotton Inc.'s research and proriotlon program and budgats are
approved by its 40-member Board of Directors at an annual meeting.
Cotton Inc. officials told us that at tills meeting the prior year's
programn is revinwed and the new year's progran Is thoroughly
discussed and considered.

In submitting its proposed program to tile Cotton Board) Cott-on
Inc. presents a written narrative summary of ?rojects' objectives,
the plan of operttion for achieving these ohJectives, a description
of each proposed activity, anrd an o.pl)nnation of related adwinistrative
and overlead expenditures. The ~-tton Board reviews the
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proposed program and supporting budgets and makes its recommendation
to the Secretary.

Two committees established by the Secretary--the national
cotton research coordinating committee and the promotion review
committee--examine the research and promotion proposals and the
Board's recoamnendatioon,

The 12-member research committee includes 6 representatives
from the Department, 5 from State agricultural experiment stations,
and I front Cotton Inc. The conmittee generally meets several times
a year to coordinate these organizations' research activities, A
cozwnittee member advised us that the corunnittee was interested In
overall project areas and any unnecessary duplication of research
effort, On the basis of its review of Cotton Inc,'s research
proposal, the cor-uiittee recomuncids its approval or disapproval to
the Secretary.

The promotion review coimuittee includes five members and a
chairman, all from the Department, who are appointed because of
their knowledge af promotion and marketing. The conRui Ltec
generally meets once or twice a year. Fach mIdwher receives Cotton
Inc.'s promotion proposal generally 2 weeeks b fore a cvnn1-i Ltee
meeting. Cotton Inc. is given the opportunit: to orally present
its promotion proposal at each meeting, and c )mmittee members have
the opportunity to ask questions. On the basis of its review of
the proposal, tile committee recommends to the Secretary that he
approve or disapprove the promotion program.

Once the Secretnry approves the proposed projects and budgets,
Cotton Inc. is authorized to enter Into agreements or contracts
with research oranifzPations, advertising and plootini lalna agenries,
and the media.

Cotton Inc. may transfer funds, without tlhe Secretary's
approval, from one approved project to another, provided tiat
such a transfer does not exceed 20 percent of tile approved budgeted
amount for the project into ahich funds are 'geinig Lranisferred, For
transfers exceeding 20 percent or for initiating a new project not
previously approved, Cotton Inc. is required to submit a written
request and its justification to the Cotton Board and the .Sccrcvary
for approval.

-5-
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Cotton Inc. is required also to submit to the Board and the
Secretary an annual report on its previous year's activities and an
annual report of its financial operations prepared by a certified
public accounting firm, In this connection wre noted that the firm's
latost available reports gave Cotton Inc. an unqualified opinion on
its financial statements for calendar year 1971 and for the first
6 months of 1972,

Cotton Inc. also furnishes the Board and the Secretary monthly
operatinn expense statements and balance sheets for both Federal
and producer funds and other requested information,

As part of its oversight responsibilities, the Department has
had its Office of the Inspector Gencil (016) malke t%.o audits of
Cotton Inc. activities. In March 1972 the OI issued a report on
its aulit of Cotton Inc.'s overall management activities and, in
November 1972, it issued a report on its verification of Cotton
Inc.'s unpaid obligations at June 30, 1972.

Both OI reaorts contained reconlmendations to the Cotton
Division of the Department's Agricultural 'Marketing Service, which
has direct oversight responsibility of Cottoa: Inc.'s activities.
The March 1972 report included recommtendation; "or strengthening
the contract het.:cen thu Cotton Board and Cot.-on lnc.--for example,
providing the Secretary and tile Cotton Board audit access to
subcontractors' records--anrd improving Cotton Inc.'s accounting
for property acoiircd wLth producer fund. The November 1972
report included a recommendation for bettor c')ntrol over obligations.
At the time of our review, tile Cotton l)ivisionl had not completed
action on all of tile OIG's rocoiumendations.

Program evaluation

The Department had not evaluated, or established a system for
evaluating, tile effectiveness of Cotton Inc.'s research mnd promotion
program. In a March 19, 1973, statement made before the Subcommittee
on Agriculture-Environmental and Consumer Protection Appropriationw,
House Coiunittee on Appropriations, tlhe Under Secretary of Agriculture
said:

"It is [tile Department's] position that a comprehensive
evaluation of tlhe effectiveness of [Cottin Inc.'s] past
expenditures andi future spending proposals is in order.
[Cotton Inc.] needs a continuing program of self-evalua-
tion, a more careful evaluation by the [Cotton Inc.]
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4 allowable for these expenses, Also we were unable Lo find any
definitive criteria to determine whether tihe above percentages
were appropriate.

Cotton Inct's executive salaries represented about 7.7 percent
of its total fiscal year 1973 budget of $20 nillion, An official
of the Civil Service Conulission's Pay and Policy Division told usI that no Federal guidelines or similar standards existed to measure
whether che salaries paid by Cotton Inc. were reasonable, We also
contacted various employment agencies, a rianigement consulting
firm, and n innjor textile mill to obtain their views or data with
which to compare Cotton Inc.'s salaries, In general, all agreed
tl'e no standards bad been established for executive-level
cornpr'nsat ion.

We believe tlat evaluating the reasonableness of Cotton Inc.'s
various budget categories is r4nde wore difficult by the lack of
information on program effectiveness. As noted previously, the
Department advised us that it would take action to have evaluations
made of the propram's effectiveness.

EXPENDTTURES I0P. RELOCATION
OF FACILTTIKS

You asked whether the Cotton Board was utihin its authority
in using pruduccer funds for Cotton Inc.'s move to now quarters
within New York City and Raleigh and whether expenditures for
relocation comp'ied with the intent of Congress in authorizing the
$1-a-bale checkoff. Although neither the 1963 acf: nor its legisla-
tive history specified whiether producer funds ray be used for
relocating facilities, the language of the logislation is broad
enough to authotizc such use. Thu Cotton Voa:d, therufore, was
within its authority to use these funds for this expenditure
because the Secretary approved specific amounts to pay for relocation
costs.

In a Harcd 15, 1972, letter, Cotton Inc. advised the Secretary
and the Cotton Board that Cotton Inc.'s executive committee autho-
ri7cd it to request about $1.3 million from the loard for relocating
into new facilities in Nt:w York City and Raleigh. Cotton Inc. said
that it considered its now nmrketing and headcjuarters office in
New York necessary to bring its sales and nthiketing personnel
closer to the executive offices of major textile companies. The
move to Raleigh was to be made to provide for increased in-house
research activities, including a planned product development
laboratory.
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Board of Directors each year and an impartial
periodic evaluation by an independent outside
source, The latter evaluation tias been recom-
mended to [Cotton Inc.] but has not been
initiated by them,"

Recommendation to rite Secretary of Agriculture

Because-of the magnitude of Federal and producer futds being
expended for this program, we recommend that the Department take
action to have evaluations made of the effectiveness of Cotton
Inc.'s program,

Agency comments

Department officials advised us on July 2, 1973, that they would
take the recommended action.

OPERATIONS EXPEIDITURt4 b

In your November 30, 1972, letter you expressed concern over
the manner in which Cotton Inc. used public money and asked whether
Cotton Inc.'s urn of program funds for the various categories in the
b dgot--adminis :rative costs and other overhead, includiin.g executive
salaries, resea:ch, and promotion--was appropciatc, We have incLuded
as enclosure II a schedul3 summarizing Cotton Inc.'s budget for
fiscal year 1971, its expenditures of Federal and producer funds for
the first 10 moit~hs of fiscal year 1973, and the unexpended budget
amounts at April 30, 1973.1 Also, enclosure III shows, in more
detail, Cotton inc.'s budget for fiscal year 1973 administrative
and overhead expenses.

Our analysis of Cotton Inc,'i fiscal year 1973 budget indicated
that budgeted administrative and overhead, research, and promotion
expenses-about $3.8, $6.6, and $9.6 million, respectively--made up
about 19, 33, and 48 percent, respectively, of the total budget,
As shoin in enclosure II, Cotton Inc. had expended about $2.5, $2.9,
and $2.9 million, respectively, for these budget categories as of
April 30, 1973.

Neither the pertinent legislation, its legislative history,
nor the Department had established any percentages of total budgets

ISimilar information was not readily available for fiscal year 1972
because, until July 1, 1972, Cotton Inc. budgeted and accounted for
producer funds on a calendar year basis rather than ona fiscal year
basic.
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The Cotton Board and the Department approved only up to $800,000
in producer funds to be used for the relocation, To pay costs
exceeding the approved $800,0(10, Cotton Inc. is using the voluntary
producer contributions received before the 1966 act.

Cotton Inc.'s planned costs by major category and location
follow;

Location
New York Raleigh Total

Leasehold improvements $414,000 $206,000 $ 620,000
Furniture and fixtures l75,000 115,0)30 390,003
Landscaping - 15,000 15,000
Telephone system L0,000 60,000 140,000
Contingencies (note a) 82,000 322900 114,0oo

Total $851 o$4l28t$ LZ79

"According to Cotton Inc., these ntmniunts are to cover underestimates
on any of tChe other categories, to le used as a rargin to cover
conservative e':ir4ates rade in cectain areas, and to avoid the need
to seek additloial budget approval

Because of the manner in which Cotton Inc. maintained its records,
It was not practical for us to determine the amount spent In each of
these major cost categories by source of fundc. The records showed,
however, that, as of April 30, 1973, Cotton Inc. had spent a total of
$1,029,742 for relocation and had unpaid obligations of $249,258 from
the following fund sources.

tinpaid
Expended obligations Total

Voluntary producer contribu-
tions received before
the 1966 act $ 300,863 $178,137 $ 479,000

Producer funds 728,879 71,121 800,oo0

Total 3, n792000

-=__g ;-_ 
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As Ehotm above, relocetton expenditures and unpaid obligations
of prodti;er funds, as of A,.:i; 30, 1973, had not nxcecded the
$800,000 9.vithorized by the Departnient,

As agreed, wc r!;,:scussed the contents of this report with Department,
Cotton Board, and Cottor. Inc, officials and have considered their com-
ments, It was not feasib!e to obtain formal vnC, .ten comments because
of the need te provte-3 this information to you without delay,

Also as rigreed, we wil I silbsequently release copies of this
report to the Director, Office ('A.' 1laagement and Budget; the Senate
and House Committees on Coverninewt Operations and Appropriations;
the Senate Cciiamittee on Agriculture and Forestry; thc Iloure Committee
on Agriculture; and the Secretary of Agriculture.

Sincerely yours,

iaul 0, U.eib'1rg

\,,. Comptroller Ceneral
of the United States

Enclosures _ 3
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FNCI.OSURE I

EXAMPLES ('IF ACTIVITIES 1nfll:RAKFnt 1P COFTEV: INC.
INl RESEARCH ,ANiD P:aoi 10'

Find
Protect area Oblectives Cost source

Promiiotion:

Cooperative To Increase cotton con- $25,000 Fe(Ieral
advertising sumptioon by a ml) In a

particular markets,

Cooperative To gain national exposure 18,530 tFcde'al
advertising for Cotton Inc. in retail

stores and to promote
cotton fabrics in retail
stores,

Research:

Flainmability To oltain inforivttion and 20,1OO Iederal
evalluations develop Cdant. vlic'i wi1ll

support cotron in:'Strv
efforts to :±arlct fiit--
resistant cotton textile
products.

Combustion To determine the toxicity 60,000 Federal
products of burning fabrics cc L.osed

of cotton and of competitive
fibers to deter-m4ne the nat':rc
of the Loic cu .onents.

Short-staple To examine no' short-staplo 31,000 Produccr
spinning spinning systems which oifer

cost or other advantages
for cotton.
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COITON ir. PROrM.r C rlSCtJ. YEAR 1977
ADM IIS V ':A1 Vi: t1: 0'.'VIr'I!',A4 FI'B;SE.S

Executive Research and
office Sales and technical

Ernensp Iten adminIstration rar1-etincr services Totcl

Salaries:
Executive $165,000 $ 916,000 $ 450,000 $1,531,000
SecrotariLl and clerical 45,000 210,0C0 105,000 3 0,o00

Total 210,000 1,126.000 ;* lR9l,000

Fringe benefits (note a):
Rotirer'ezt 50,494 258,425 131,627 440,54(
Hospitalization and
major niedical 4,388 z9,765 14,787 48,940

Group life and
accidental death 4,249 18,580 7,240 30,069

Uncmploynent 955 8,070 3,918 12,943
F.1.C.A. taxes 5,106 40,752 18,182 64,040
long-term disability 733 6,062 2,564 9,359
Travel accident 618 2,6f0 a99 4,277
Workman's compensation 457 3,6F6 683 4,826

Total 67,000 368.000 lE0,000 615,000

Trevel 50,000 300,000 150,000 5C0,ooo

Dtrecto s' rmeeting 100,000 _ - --- 100,000

Housekeeping:
Rant-new offices (on a

12-c.anth 'sua1s) 20,000 180,000 63,000 263,000
Rent-old offices (note b) 5.000 43,000 34,000 82,C00
Telephone and telaqrap'h 10,000 (5,000 30,000 105,000
Office supplies and
miscellaneous 20,000 95,000 30,000 145,000

rostage and cxpress 1,000 15,000 2,000 20,00o
Furniture, equipment,

and maintenarrce 1,000 4,000 5,000 10,000
Building raintenance 1,000 5.000 5.000 11,000

Total 60.000 407,vo0 169,000 636,0ro

Miscellaneous1
Accounting services 100,000 - 100,000
Auditing fees 15,000 e 150000
Fabrics - 2,000 - 2,000
Other - 5,000 - 5,0CO

Total 115,000 7.000 - 122,000

'total administrative and
overhead expenses $GO2UOOO $?l-_2,oo0S ° $),F6 0 ooo

8 The total budget for fringe benefits of $615,000 for fiscal year 1973 rnpresents abcut
32,S percent of total tud4 eted salaries of $la9lfOO. According to trna ureau of
Labor Statistics' Deccrnber 31, 1971, publication, "Psay Supptcrtents Ii private Industry
and Federal Governwent Coipated," frin4Le Lenerits paid by private industry in calendar
year 1970 and by the Ped-'ral Government in ftscal year 1971 represented 26.b) and 27.A
percent9 respectively, of basic wtges and salaries. Cotton Inc.'s budgeted ancunt for
retirement represented aleut 23.3 petcent of total salaries, Ultercits for private
industry and the Federal Governnent it Vas 9.1 and 10 percent, respectively.

bCotton Inc. had $46,000 due on liew York space until lease expired on April 30, 1973,
Lease on Raleigh space expires on Novetaber 30, 19?3.
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